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FOREWORD 


The author received considerable co-operation from beef 
processing, wholesaling and retailing firms in providing data through 
questionnaires and special requests and other information in personal 
interviews. This study draws heavily on the data and information in 
research report No. l. 


Dr. H. Fredeen, Agriculture Canada and Dr. Roy Berg, 
University of Alberta provided some of the technical information. 
Ralph Bennett, Mark Spearin, Arlene Pede and Dr. Sean Chin assisted 
with data collection and analysis. Ruth Goddard prepared the report 
for publication. 


Ottawa H. Bruce Huff 
February 1976 Research Director 
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1. INTRODUCTION 


This project evaluates the performance of the beef marketing 
system in pricing and distributing carcass beef from packers to retailers 
in an equitable and efficient manner. In research report number one, the 
beef marketing system was described according to its strreture, that is 
the size and numbers of participants, and its conduct, tuat is how these 
participants behave in the market. Given this strr~ ire and conduct of 
the industry participants, is their operational per ormance compared to 
their potential performance acceptable in economic and marketing terms? 


Specific results of the structural analysis of the wholesale 
carcass market indicated that there aie substantial barriers to entry at 
the packer, wholesale, and retail levels, and that there is vertical inte- 
gration into the wholesale sector both from retail and from the the packer. 
The conduct of the participants was characterized by price leadership by 
a major packer on the supply side and concentrated buying power at the 
retail level. The purpose of this report is to analyze these structural 
and conduct characteristics to assess their effect on the performance of 
the market. 

The performance of the beef market at the carcass level was 
selected by the Commission for special study because of the overriding im- 
portance of carcass trade in the beef marketing system, particularly the 
role of the Montreal wholesale carcass market. While the beef marketing 
system as a whole might be found to perform reasonably well in moving 
large volumes of beef to the consumer, there are areas of concern in the 
wholesale carcass market that require further consideration. These areas 
were chosen either a priori from discussions already conducted or were cited 
as probable problem areas in public testimony or private interview. 


In Chapters 3 through 6 of the report, an analytical study is 
made of particular key performance objectives. An attempt is made to 
determine how successful the wholesale beef carcass market has been in 
meeting equity and efficiency performance norms. Practical criteria of 
a measurable nature were selected for testing. Both quantitative and 
qualitative analyses were used depending upon data availability and the 
appropriate evaluation techniques. In particular this part of the report 
specifically analyzes the efficiency and equity of wholesale pricing 
of carcasses in the various regions of Canada and the relative efficiency 
of distribution of carcasses to retail within Canada's two largest 
markets. For the purposes of this analysis, the wholesale price used 
refers to the price that wholesalers, including independent, retail and 
packer branch houses, pay for carcasses delivered to them from packers 
such as in Montreal. If there is no visible wholesaling entity, such as 
in the Toronto market, the wholesale price is that price retailers pay 
to packing plants for carcasses. 


Chapter 7 discusses the effect on the performance of the whole- 
le beef carcass market caused by the conduct of participants that are 


structurally integrated on a horizontal and vertical basis. Thiseffect is 
first analyzed given the current levels of integration and secondly, given 
orojected trends of integration. For purposes of this report, horizontal 


integration is described in terms of the relative size of major buyers 


sellers. Vertical Mlerration Ls described-ig vermis On Mmovenent 


aoe 


of retail firms backward into the wholesale sector as wholesalers and the 
movement of packers fusward into the wholesale sector. 


No in-depth analysis of performance was made of the wholesale 
by-product market. The by-products markets generally deal in sales from 
the packer to processors. The only product going directly from the packers 
to the retailers are some of the large organs for edible purposes. As there 
is an international wholesale market for most by=products, a structured. 
domestic intermediary wholesale market exists for most classes of by- 
products. 


ée. OBJECTIVES OF PERFORMANCE AND CRITERIA USED IN THEIR MEASUREMENT .~ 


To analyze the performance of a market, it is necessary to es- 
tablish objectives to measure its adequacy. Four objectives for measur— 
ing the performance of the carcass pricing system were chosen. They are: 


- equity of prices; 


- pricing efficiency; 


distribution efficiency; 


allocation of benefits of new technology 


Criteria for measurement of these objectives were established according 
to accepted economic principles. 


Equa ty Or. Praces 


In a market, thisoccurs when all buyers in that market pay the 
same base price for the same product. For this study's purpose, equity 
of prices in the wholesale carcass market implies first that prices paid 
for carcasses in the various regions of Canada should differ only by 
transfer costs from the region of supply. Thus, wholesale carcass prices 
in markets such as Toronto, Montreal, British Columbia and the Maritimes 
should differ only by the difference in transfer costs from the supply 
area. To quantify this criteria, wholesale price differences between 
Montreal and other regions for the various types of A grade carcasses 
were charted and compared with transfer costs between the regions. 


Secondly, equity of prices implies that both carcass and live 
cattle prices between a supply region and a consuming region should differ 
by equivalent amounts for the same grade of cattle. This allows buyers 
to substitute the purchase of either carcasses or slaughter cattle from 
the surplus region. To evaluate this criteria, live cattle price differ- 
ences and wholesale carcass price differences between Ontario and other 
regions were charted and compared to transfer costs of moving live cattle 
and carcasses to Ontario. 


Thirdly, equity of prices in the beef market implies that there 
be substitutability among products of equal quality varying in price only 


= Other performance measures examined are reported in the Commission's 
final report and in Research Report No. 2, Farm to Retail Price Spreads 
for Beef in Canada (Ottawa: Information Canada, February 197 
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These objectives are linked to those chosen by the Commissioner 
analysis of the overall effectiveness of the marketing system. 
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by any factors affecting the quantity of the final product produced. 
Within the regional markets, wholesale carcass price differences be- 
tween Al steers and the other A grade types were charted. These 
differences were compared to the scientifically determined differences 
in retail value. 


Pricing Efficiency 


This is the ability of market prices to communicate any changes 
in supply and demand conditions. In effect there should be an immediate 
change in price to a new equilibrium level without any lag effects. In- 
formation should be available immediately to both buyers and sellers so 
that prices would change as warranted with no abrupt price corrections 
occurring. A multiple regression equation was estimated to determine the 
key factors affecting wholesale carcass prices in Montreal and to estimate 
how well prices in that market responded to weekly supply-demand changes. 


Distribution Efficiency Within a Regional Market 


This is the ability to physically distribute goods from wholesale 
to retail using the least cost method which is practical within that mar- 
ket. Carcass beef distribution from wholesale to retail in all markets 
should be of approximately equal cost. The costs and applicability of 
alternative methods of distribution within the Montreal and Toronto mar- 
kets were analyzed. 


fits of New Technology 


A market is peo? essive when it has the ability to quickly 
+o pt new ite ey and to distribute the benefits of this innovation. 
n beef marketing, any efits of a technological advance such as larger 
relight cars or fetice ais processing, should be passed on to corsumers 
te producers: Jo component of the marketing chain should be in a 
position to resist ee, or to absorb benefits in the long tern. 
Progressiveness was evaluated by an analysis of the allocation of benefits 
from the use of larger rail cars to ship beef from Western Canada to 
the Montreal wholesale market. 
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3. EQUITY OF PRICES 


To evaluate the performance of the Canadian wholesale carcass 
market with regard to equity of regional prices, equity of prices be- 
tween market levels and equity of prices between grade differentials, 
beef prices were studied for the period of January 1973 to June 1975. 
During that time, there were violent price Swings in both the live and 
carcass markets thus providing circumstances that would test the 
ability of the market to perform. Price differences between regional 
markets were used to analyze equity of regional prices and equity of 
prices between market levels. The study period provided a particularly 
ideal basis for this type of analysis, since there was a rail freight 
rate freeze so that rates between markets remained constant. Therefore, 
by using a base price such as the Montral market, the equity between it 
and other regional markets should be illustrated as a constant price 
difference. To evaluate if there was equity of pricing between grade 
categories, price differences were taken between the types of A grade 
carcasses within a market, using the Al steer as the base. These 
differences were then compared to the scientifically determined retail 
value of the various categories of carcasses. The Al steer was used as 
a base as it has been determined that it provides the highest retail 
value on average. 


Equity of Regional Prices 


Equity of regional prices in the wholesale beef carcass market, 
i.e. equal price for equal value, is applied to the situation when each 
area of consumption pays the same price for carcasses of the same quality, 
except for the transfer cost. from the areas of source. If there is 
regional equity of prices for beef carcasses in Canada and if the Montreal 
market is the basing point for pricing beef carcasses as is often main- 
tained, then prices in other regions should differ from the Montreal whole- 
sale price only by transfer costs, i.e. prices in the Prairies should be 
the Montreal price less freight costs to Montreal. 


Average quarterly price differences for carcasses between Montreal 
and Southern Ontario, Manitoba, Saskatchewan and Alberta were graphed. In 
the graphs, the Montreal base price is represented by the zero line and 
the price differences were graphed on the positive axis. If prices are 
less than Montreal, these are shown as positive value. Thus, the greater 
regional prices are below Montreal, the higher the price difference on the 
positive axis. If there were equity of prices among these markets over 
that period, the graph would consist of a series of parallel, horizontal 
lines, progressively higher the farther West the market, and in proportion 
to the greater freight rate to move beef from that market to Montreal. 
Also, as freight rates are based on a hundredweight of carcass, the price 
difference among these markets should be equal for all grades. The quality 
of the beef should have no bearing on the freight rate of the beef. 


For the 1973-1974 period, freight rates between Southern Ontario 
and Montreal ranged between $1.00/ewt. to $1.50/cwt., between Manitoba and 
Montreal, $2.00Q/ewt. to $2.50/ewt. and between Saskatchewan and Montreal, 
$3.00/ewt. to $3.50/ewt. and from Alberta, it was approximately $4.00/cwt. 
to $4.50/ewt. These figures represent an average freight rate for the 
period as rates differ depending on the size of rail car used. 


The regional price differences between the Montreal market and 
the four regional markets for five types of A grade carcasses are illus- 
trated in Graphs 1 through 6. The results illustrate some interesting 
departures from the above expectations. First, overall there was con- 
siderable variation in price differences between all regions and Montreal 
for all types of carcasses. However, price differences did:not vary by 
a common proportion. Secondly, the comparative variation for a grade 
type between one market and Montreal and another market and Montreal was 


not always of the same magnitude. Thirdly, the price differences varied 
considerably more for A3 and A4 steers than for Al and A2 steers, and Al 


heifers varied considerably more and in greater magnitude than Al steers. 


The Ae steer market (Graph 2) shows the closest resemblance to 
the expected regional differences, however, not even this market operates 
with true price equity. Taking into account transportation costs described 


above, Prairie markets appeared to pay relatively equal A2 carcass prices 
but_in relationship to Montreal, Prairie prices were too high. The price 


differences are in the right proportion for the three Prairie provinces 
but their difference from the Montreal price is less than the cost of 
transfer to Montreal. The Ontario price is generally higher than that in 
Montreal but there is some variation in the differences during the eight 
quarters. 


All prices originate from the Agriculture Canada, Livestock and Meat 
Trade Report, except for Montreal prices which are from the R.N. Reynolds 
Newsletter. 


As an example, the price for Alberta A2 steer carcasses varied from 

$2.25 to $4.00/ewt. below the Monteal price compared to a variation of 
$0.0 to $2.30/ewt. for Manitoba A2 steers, the former range of $1.75/cwt., 
the latter a range of $2.30/cewt. 


WwW 


As an example, Alberta Al heifer prices ranged between $2.10 and $8.60/cwt. 
below Montreal while Al steer prices ranged between $.05 and $2.30/cwt. 
below Montreal. 


It would be expected that the difference in carcass prices between 
Montreal and the Prairie markets should be greater than the average 
cost of transportation between these centres due to the effect of the 
freight rebate being paid by Western packers to Monteal wholesalers. 


Al steer carcass price differences (Graph 1), similar to 

those for A2 steers, indicated that prices in local regional markets were 
higher than Monteal, and that prices in the various regional markets, par- 
ticularly Alberta and Saskatchewan were often much higher than transfer 
costs alone would dictate. The price differences for A3 and Al steers 
(Graphs 3 and 4) show even more variability and more independent regional 
movement than the Al, A2 prices. The A steer prices for regional markets 
did not appear to have any consistent relationship to Montreal prices. 


Graphs 5 and 6 indicate that heifer prices in Canadian markets 
tended to maintain close to expected regional magnitude of differences. 
However, these price differences, while correctly ordered, did vary con- 
siderably, indicating that prices were affected by influences other than 
transfer costs. The variation in Al, A2 heifer price differences follow- 
ed similar patterns. The Ontario heifer prices were below the Quebec 
market for most of the time period. The price differences graphed in- 
dicated that price levels in the Prairie markets ranged from being 
relatively higher to being relatively lower than Quebec prices for the 
period. Prairie prices were considerably below Montreal prices from 
the third quarter of 1974 to the second quarter of 1975. 


These results imply that in many cases the carcass market is 
not performing satsifactorily to maintain regional equity of prices, as 
carcass prices in all Canadian markets do not reflect Montreal prices 
minus transfer costs. One reason for variation in these differences be- 
tween markets may be attributed to inconsistent price reporting, both 
within and between markets, by firms to Agriculture Canada.” Also, 
particularly for the A3 and A4 markets, these are thinner than the Al 
and A2 carcass markets, which could permit buyers to exert considerable 
market pressure, especially at times of extreme over or under supply, 
thus tending to cause increased price difference variation. 


In particular, the graphs indicate that there are regional 
market pressures over-riding the Montreal price, notably in Ontario and 
Alberta. This effect is most pronouced on the thinnner market for A3's 
and Alts. For these grades, Montreal does not consistently maintain its 
position as a market leader for Canada. It should also be noted that 
throughout the period, Ontario prices often are higher than Montreal prices. 


c 


It should be noted that relatively few heifer carcasses are sold 
into the Montreal market. 


Problems relating to carcass market price reporting are discussed 
in the Commission's Research Report No. 8. Market Information 
for Beef: Status and Problems (Information Canada 
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In contrast to the Montreal market, the relationship of Western 
Canada Al and A2 steer prices to Ontario showed relatively equitable 
prices for the last half of 1974 and into 1975 (Graphs 7 and 8). However, 
prior to that, the Saskatchewan market was relatively higher and the 
Manitoba market relatively lower than the Ontario market. The Alberta 
market, other than for the second quarter of 1974, remained equitable 
with the Ontario market. As with the Montreal comparisons, the A3 and A} 
markets vary considerably and act independently from the Ontario market 
(Graphs 9 and 10). The Al and A2 heifer markets maintained similar 
aifferences to that of the Al and A2 steer markets (Graphs 11 and 12) .? 


For both coastal regions of Canada, price equity would be 
achieved if prices were equal to the supplying market's price plus transfer 
costs. As an example, the price in the B.C. market is generally considered 
to be the Alberta market price plus transfer costs to B.C. while the 
Maritime market is considered to be the Montreal market price plus 
transfer costs. The price differences were graphed similarly to the price 
differences in the preceding section. When complete equity of prices 
between the supplying market and the importing market for all grades is 
present, it is indicated by one single horizontal line representing the 
freight costs applicable to all carcasses of the same weight moving from 
the supplier to the coestal market. 


Graph 16 shows the price spread between B.C. and Alberta for 
A grade carcasses. It is interesting to note that there is variation 
in the price difference between grade categories. However, the price 
differences between Alberta and B.C. for each category of A grade are 
generally of the same magnitude as transfer costs for 1973 and 1974 
indicating that the B.C. market generally reflects Alberta prices plus 
transportation costs. Factors affecting price spreads appear to affect 
all grades in some manner (with periodic exceptions for A3). Graph 17 
shows that price differences for all A grade carcasses between the Quebec 
market and the Maritime market are relatively uniform. However, the 
magnitude of the differences varied sharply during the period. 


Equity of Prices Between Market Levels 


Equity of prices between two regional markets for wholesale 
carcass prices and live cattle prices occurs when the live cattle regional 
price difference is equivalent to the wholesale carcass regional price 
difference. To be equivalent, live cattle price differences should be 
in the general proximity of 30 to 40 percent less per cwt. (depending 
on the carcass yield from the live animal) than the carcass price 
difference. For this analysis, the Ontario carcass market and the 
Toronto live market were used as the base and price differences were 


The Ontario market has been a traditional user of heifer beef in 
contrast to the Montreal market. 


established for the three Western Canadian regions for both carcass and 
live cattle and were compared. 


Analysis for the Al, A2 steer carcass and the Al,2 live steer 
price differences between Winnipeg and Toronto and between Calgary and 
Torontol9 showed that both of these price differences generally moved in 
a similar pattern for the period and there was the expected size differ- 
ence, i.e. live price differences were 30 percent to 40 percent less 
than the carcass differences (see Graphs 7, 8, 13). ‘This indicates 
that both Al and A2 steer carcasses and live Al,2 steers move between 
these markets at generally equivalent prices, permitting substitution 
between carcasses and slaughter cattle. 


The Winnipeg and Calgary live and carcass prices for A3 steers 
moved in concert (see Graph 9, 14). However, the live price differences 
between Ontario and these markets were relatively greater and on average 
were absolutely greater than the carcass price differences. For the 
eight quarters of 1973 and 1974, the average difference between Calgary 
and Toronto for live A3 steers was $3.13/cwt. and for A3 steer carcasses 
$2.87/ewt. For Winnipeg and Toronto the averages were $2.38/cwt. and 
$2.21/ewt. respectively. A3 steer carcasses and live A3 steers do not 
move between these markets at equivalent prices. The Al and A2 heifer 
carcass price differences and the Al,2 live heifer price differences 
between Ontario and the two Prairie markets moved in approximately the 
same direction and in the same magnitude throughout the period with live 
price differences generally lower than carcass price differences (see 
-Guepas bl .alassl yh. 


Analysis of the individual regional carcass markets and regions. 
live markets revealed further price inequities. A comparison of the 
regional Al,2 live steer price differences indicated that the cattle 
producers in Southern Alberta and Manitoba received relatively 
higher prices than Ontario producers because the differences between these 
markets are. less than the transfer cost to Ontario. As for Al, Ae 
carcass price differences, they werealso relatively higher in Alberta than 
in Ontario as price differences between Alberta and Ontario were. less 
than transfer costs. On the other hand, in the Edmonton and Saskatoon 
markets, producers received relatively lower prices for Al,2 
cattle than Ontario producers, while retailers were paying relatively 
higher prices for Al, A2 carcass beef. The price difference between 
Saskatoon and Toronto for Al,2 live steers ranged between $2.00 and 
$5.10/ewt. for the period and the difference between A2 steer carcasses 
ranged from $0.75 and $3.50/cewt. (see Graphs 8 and 13). 


me Winnipeg and Calgary are the major live markets in Western Canada. 
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As shown in the A3 price comparisons above, A3 live price 
differences were somewhat greater than transfer costs to the East in- 
dicating that Western producers received relatively less for A3 
steers than Ontario producers. On the other hand, the carcass price 
differences were considerably less than transfer costs of carcasses to 
Ontario indicating that Ontario retailers payed relatively less 
for A3 carcasses. Thus, there were also instances of price in- 
equities among regions within the A3 live and carcass markets. 


A comparison of Al,2 live heifer price differences showed 
Alberta producers were receiving relatively higher prices for their 
heifers than other Prairie markets and the Toronto market. This occured 
because the live price difference between Alberta and Toronto was, on 
average, both relatively and absolutely less than the price differences 
between other Western centres and Toronto. Al and A2 heifer carcass 
prices seemed to be in relative order with greater price differences the 
further from Toronto. The live and carcass A3 heifer markets appeared to 
be considerably more independent at the local level. 


Grade Differentials Equity 


The Canadian beef carcass grading system is based on the premise 
that quality of all A grade carcasses is similar and that these carcasses 
differ in value only with regard to the amount of retail beef they will 
produce. Within a particular market, equity of prices among the different 
grades and categories of beef produced would be achieved if price differ- 
ences between these grades were of the same magnitude as the percentage 11 
differences in retail yield (cutability) established by scientific tests. 


Average quarterly price differences of various A grade categories 
were calculated using Al steers as a basis and graphed for the period 
January 1973 to June 1975. To represent price equity within a given market, 
these price differences should represent relatively horizontal lines of 
a constant difference relating to cutability differences and undulating 
only by the effect of applying percentage factors to different general 
overall market price levels. 


On a scientific basis, heifer carcasses of the same weight and 
grade are considered of equal value to steers. However, not all trade 
people accept these results. Assuming thet there are some minor differences 
in cutability of perhaps 1-2 percent, then Al steer minus Al heifer prices 


aed a aaiiae Shoe 3 : : 
In a submission to the Commission's public hearings by Dr. H. Fredeen 


of Agriculture Canada, Lacombe Research Station, he reported that Al 
carcasses have the best average cutability with A2's at approximately 
2.2 to 2.5 percent less, A3's at approximately 3.4 percent less, and 
Al's at approximately 4.8 to 5.8 percent less than Al. 


ars 


should also be slightly positive and relatively horizontal. As the optimal 
price differences are related to percentages between grades and not absolute 
differences, increases in the level of carcass prices will increase the 
optimal price difference between grades. 


Montreal, Alberta and Ontario carcass market price differences 
for the A grade classifications are shown in graphs 18, 19 and 21. For 
all markets the Al steer minus A2 steer price is relatively constant. 

Al steer minus Al heifer prices, however, show a great variation. This 
variation, nevertheless, tends to be a consistent pattern in all markets, 
particularly Quebec and Alberta. The Al steer minus A4 steer price shows 
even greater variation ranging from $2.00/cwt. to $11.00/cwt. Again, 

the shape of the curves are generally similar for all markets. 


The magnitude of the price differences indicates that the 
wholesale beef trade did not accept the A grade carcasses as sub- 
stitutable in the same proportion as indicated by the scientific tests. 


Al and A2 steers differences are very small showing that they are generally 
priced together and there is no discount for A2 steers. The Al steers 

minus A3 steers tend to have a flatter curve with less variation than for 

Al or Al heifers. However, the average price difference tends to be 
significantly greater than the 3.5 percent average difference in cutability 
determined by scientific testing. Al steer minus A} steer price differences 
indicate the greatest variation and seem to bear no relationship to 
scientifically established cutability differences. The difference between 
Al steer prices and Al heifer prices is very volatile and on average much 
greater than the scientifically established level. 


It is concluded on the basis of this analysis, that for the period 
covered, A3 and A4 steers on average were overly discounted according to 
Scientific criteria although A3 carcasses occasionally moved to a premium 
position, particularly in Ontario. Also, heifer carcasses were generally 
heavily discounted, particularly in the Montreal market. An important 
implication of this conclusion is that overly discounted carcasses may be 
purchased and trimmed for sale at considerable profit. As an example, if 
there is an average of 5 to 6 percent less retail cuts available from an 
Al carcass than an Al carcass but the wholesale price is 10 percent less, 
then the retailer could make a 4 percent gain in the available retail cuts 
by trimming the Al carcass of its fat. 


Equity of prices between A grade categories of live cattle were 
also analyzed. Price differences were adjusted to a carcass equivalent 
pasis. Price differences were graphed for the Calgary and Toronto markets 
(Graphs 20 and 22). For the A3 and Al categories, live price differences 
were less than what would be expected based on a scientifically determined 


retail value, so therefore, actual price levels were too high. On a car- 
cass basis (Graphs 19 and 21), however, as price differences were greater 
than what would be expected based on a scientifically determined retail 
value, price levels were relatively too low.1° These deviations from the 
scientific norm are more pronounced in Toronto than in Calgary. 


The behaviour of certain price differences during the period 
was analyzed to determine if there was correlation between the change in 
the difference and a change in levels of slaughter. The results, as listed 
in Table 1, indicate a strong positive correlation between the weekly 
heifer and steer price difference and the level of heifer slaughter. 
The strongest correlation occurs in the Alberta market where the correlation 
coefficient is 0.76 with no lag and 0.77 with a one week lag for 
prices. Thus, the level of heifer slaughter very much affects the dis- 
count level of Al heifers under Al steers. These results show that as the 
level of heifer slaughter increases, the difference increases. The 
correlation of Ontario steer-heifer price differences to Ontario heifer 
slaughter is not as strong but is still relatively high. The Quebec steer- 
heifer price differences are also correlated to heifer slaughter par- 
ticularly heifer slaughter in Alberta. 


The Montreal carcass market price difference between Al steers 
and B steers appears to be strongly positively correlated to the Canadian 
level of B and C grade slaughter. In contrast, there is a comparatively 
weak correlation between Al steer and Al steer price differences and 
the level of Al slaughter in all but the Alberta market. The Alberta 
market shows no correlation between the Al and A4 steer price difference 
variation and Al} slaughter in Alberta. 


These correlations suggest that there is some substitution be- 
tweeen grade classifications within all markets. However, the price 
difference at which this substitution occurs is not constant. Also, 
discounts for substitution are considerably below scientifically determined 


levels. Market participants appear to have a particular prejudice against 
heifer carcasses and are only willing to supstitube heifers for steers 
at a discotmt well above the scientifically determined basis. As the heifer 


kill increased, this discoumt increased. While these discounts were very 
high at the wholesale level, there is no evidence that these discounts 
were being passed on to the consumer. 
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Thus the packer price difference for A3 and AX is less than for Al, A2. 


Commission of Inquiry into the Marketing of Beef. Research Report No. 2, 
Farm to Retail Price Spreads for Beef in Canada. (Ottawa, Information 
Canada, February 1976) 


eis 


Table 1: Estimated Correlation Coefficients for Weekly Price Differences 
and Beef Slaughter Quantities 


Price Difference 


Ontario AIS~-Al1H 


Alberta A1S-A1H 


Quebec AIS-A1H 


Quebec AILS-AI1H 


Montreal A1S-BS 


Ontario A1S-AuS 


Alberta A1S-Ahs 


Montreal A1S-AS 


Montreal A1S-Als 


Correlation 

Coefficients 
Slaughter Quantity No lag Lagged Price 
Ontario heifers .66 .60 
Alberta heifers .76 Tal 
Alberta heifers 63 63 
Canadian heifers OL . Pere) 
Canadians Bo) /C Pee fs 
Ontario Al set 626 
Alberta Al 02 me) 
Alberta A 5 ese 
Canadian A SD 


Source: Commission estimates. 
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4h, PRICING EFFICIENCY 


The above analysis has shown that the Montreal market is not a 
consistent basing point for beef prices across Canada. Nevertheless its 
size and the price establishment process ensures that it is an important 
indicator market, especially for Al, A2 steers. Because of the importance 
of this market, it is essential that prices negotiated weekly in Montreal 
reflect the supply and demand conditions in all of Canada. 


A test was made to see whether weekly fed (A grade) beef prices 
_were accurately and consistently reflecting weekly supply-demand conditions 
in the beef industry during the January 1974 to July 1975 period. 


Once A grade cattle are slaughtered, they must be sold quickly 
since their shelf life is quite short. Hence, the fed beef supply in any 
given week is fixed. To establish an equilibrium, weekly prices fluctuate 
~so as to move all of the product into consumption. If supplies increase, 
prices must drop to absorb this increase. 


Retail demand for fed beef in any given week can be higher or 
lower depending on prices of close substitutes such as pork and lower 
quality or non-fed beef. The level of meat promotions by Montreal super- 
markets may increase their weekly demand in the Montreal market. 


A multiple regression equation was estimated to ascertain the 
significant factors affecting beef prices in Montreal and their magnitude. 
Price used was the Al wholesale steer price. Factors tested as to their 
influence on this price were weekly gradings of cattle, pork prices, price 
of D2 cows, number of pork cuts and number of beef cuts advertised by the 
Six major Montreal supermarkets, and trade restraints on U.S. beef imports. 
Nine different quantities were used: A gradings in Canada, in Alberta 
and in the West, all gradings in the same three areas and all steer gradings 
in the same three areas. The-results of the statistical estimation using 
the first six of these alternative quantities are shown as model one to 
Sle 2a Tape 2. 


Of the variables identified, only the beef advertising variable 
and the trade policy variables were consistently insignificant. Neither 
eef advertising in Montreal nor the government restriction on imports 
appeared to affect the price for beef in Montreal. Pork and cow beef 
prices were generally significant. A $1/cwt. increase in wholesale pork 
prices was associated with an increase in steer prices of $0.33/cwt., and 
a $1/ewt. increase in wholesale D2 beef prices was associated with an in- 
erease in Al steer prices of $0.31/cwt. 
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- Obtained from Reynolds Newsletter 
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Most of the different quantity (gradings) variables tested we 
Significant, but A gradings explained the highest percentage of variati 
in weekly prices. The best predictor was A gradings in Alberta (Model 2 
Their impact on price wasrelatively small. For example a one percent in 
crease in A beef gradings in Canada would only cause a 0.25 percent deer 
in Al steer prices (Model 1). 
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A significant aspect of the results was t>-t the market appe 

to remain out of equilibrium for several weeks beic -2 a correction was m 
This is illustrated by the week to-weer error in price prediction. An 
incorrect prediction (either too high or too low) one week would likely be 
followed by an incorrect prediction of the ecu. type the next week.14 
Figure 1 shows that errors were positive J: negative for a number of - 
secutive periods. It should be emphasized, however, that this test cannot 
be used as conclusive proof but simply as an indication of a diseouilicrir 
position. 


Nevertheless, it can be observed that wholesale prices in the 
Cadigor 197k consistently exceeded the level that the model predicted 
In February-April 1975, prices were consistently and substantially below 
what the model predicted, resulting eventually in a large market price 
correction of $5 and. $15/ewt. im consecutive weere in May 1975. 
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demands and remains out of equilibrium for considerable periods, necessitat 
ing large adjustments for eventual corrections. 


1 In statistical terminology, the correlations of disturbance terms : 
period t and t-l were high and positive. A correction of this vz 
of auto-correlation using the Hildreth-Lu procedure resulted in = => 
value of 0.85. The coefficient of determination as a result jumped 
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FIGURE 1 


Errors in prediction of pricesin Montreal market using Model 1. 
$ January 1974 - June 1975 
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5- DISTRIBUTIONAL EFFICIENCY 


The operation of the wholesaling function for carcass beef has 
evolved quite differently within various regions of Canada.l? In the 
self-sufficient and surplus markets, the wholesaling activity is generally 
provided by either the packinghouses, or in some cases by the retail out- 
lets themselves. In other words, the products move directly from the 
packer's cooler to the retail outlets. In deficit markets, such as Montreal 
and Vancouver, much cf the wholesaling function is provided by separate 
wholesaling units. In such markets, independent firms and packer branch 
houses comprise an important element although retail chains are establish- 
ing their own wholesale units. 


Shipments direct from packer to retailer outlets are more eff- 
icient than distribution through independent wholesale and packer branch 
houses simply because of less handling, storage and inventory control costs. 
In deficit markets, these types of wholesaling facilities developed because 
of the need for large storage capacity arising from beef being shipped long 
distances, in large lots, with unpredictable arrival times. Consequently, 
the wholesaler-retailer segments of the Montreal markets have evolved to 
operate quite differently than say the Toronto market. However, due to 
the structure of the Montreal wholesale sector, its distributional 
efficiency is often alleged to be much lower than Toronto. One method avail- 
able to analyze the validity of this allegation is to compare the cost 
of delivery of Western beef to retail stores in each of these markets. 


Initially, the movement of beef from the West directly to Toronto 
retail stores appears to be more efficient than the movement to Montreal 
retail stores via the wholesaler system.t© Available figures in a comparison 
of rail versus truck shipment costs between Montreal and Toronto show that 
once the beef has landed in Montreal and Toronto, there_is a considerable 
difference in the cost of moving to the retail stores. These two different 


a ee ; ae 
? For more specific details see Commission Research Report No. l, 


Organization and Method of Operation of the Canadian Cattle and Beef 

Marketing System in Canada (Ottawa: Information Canada, February, 1976) 
16 ; ar abet : - 
. special submission to the Commission by the Canadian Cattlemen's 


A 
Association entitled "Freight Rebate to Montreal Market", was used as 
a reference in this analysis. 
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This section analyzes intra-market costs only. The comparison of 
transportation costs between the West and Toronto and Montreal will 
be analyzed below. 
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beef distribution systems were analyzed to establish the comparative distri- 
butive efficiency of moving beef within those markets. Due to the 
unavailability of the exact cost of moving beef in Toronto from the in- 


dividual packers's slaughterhouse..to individual retail outlets, an available 
alternative analysis is to compare the cost of movement of Western beef 
from the packer to the retail outlets in both of these markets. 


Although highway transport has been chosen for analysis here, it is 
important to understand the various alternatives available to beef shippers 
moving beef from the packer, and the attributes of each system. Beef is 
generally moved by one of three methods to the Eastern markets - rail, highway 
transport or "piggy-back". The main advantage of trucking is flexibility, 
Since it can unload at one or several locations given there are adequate 
unloading facilities. The current rate structure for multiple, direct 

store deliveries of beef allow a maximum of seven or eight dropoffs of a 
40,000 1b. load. The basic disadvantage to both shippers and receivers is 
that quick turnaround times are demanded by trucking firms and therefore, 

the requirement of rather rigid loading and unloading schedules in com- 
parison to rail cars. 


The basic advantage of rail cars is their ability to carry larger 
loads and the greater time available at both packinghouse and the wholesaler 
for loading and unloading. This, in part, may be a result of less stringent 
management of rolling stock by the railroads and a less than optimal demeurage 
system. Rail running costs tend to be lower, thus, encouraging cheaper 
freight rates. The main disadvantage with rail cars is that they are 
quite cumbersome to spot and transfer. Therefore, it is not generally an 
agreeable practice to have multi drop-off unloading. Full loads are de- 
livered at one location. The use of "piggy-back", a highway trailer on a 
rail flat-car, attempts to combine advantages of lower rates for rail and the 
flexibility of truck delivery. 


After the beef has arrived in the wholesale position in each of these 
markets at relatively comparable prices, the method of distribution and its 
cost differs. In Montreal, there is a standard 3 cents per pound charge for 
moving from the wholesaler to the retailer. This charge has been negotiated 
between the Independent Wholesalers' and Packers' Association and the 
Montreal retailers. For this charge, the wholesalers receive carcass beef in rail 
cars or trucks, unload it into a warehouse and distribute it to the indivi- 
dual retail stores. 


18 


In the Toronto market, beef prices have been traditionally quoted on 
a delivered basis only. One packing company estimated the cost of 
delivering beef to individual retail outlets at 0-5 to .75 cents 

per lb. 
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In comparison, once the highway freight charges have been paid 
to Toronto, 19 the cost of moving beef from wholesale to individual retail 
outlets is 0.7 cents per pound, which is the charge for an eight stop un- 
load over a one stop unload. This 0.7 cents per pound charge represents 
a relatively low cost of moving beef into the retail outlets. The 
distribution costs for Western carcass beef in the Montreal market is 2.3 
cents (3.0 cents - 0.7 cents) per pound higher than in the Toronto market. 


From this simple description, it would appear that distribution 
in the Montreal market was much less efficient than the Toronto market 
and that considerable savings could be realized if the Montreal market was 
fully serviced by highway transport. There are a number of factors, however, 
that mitigate against the operational feasibility of such a proposal. 
First of all, the total beef that is handled and consumed each week 
must be considered. Shipments from the West constitute a very marginal 
proportion of the total loads consumed in the Toronto market. In the 
Montreal market, the vast majority of beef must be brought in from the West 
and large inventories must be maintained in comparison to the relatively 
self-sufficient Toronto market. The importation of such a large proportion 
of supplies creates a logistical problem as the beef arrives during a 
concentrated period in relatively large lots to take advantage of freight 
rates. It is then absorbed in smaller lots through distribution to 
individual outlets. 


To receive this weekly influx of beef, and then to distribute it 
to the various sizes of retail stores, the Montreal market requires cooler 
space. Traditionally, this cooler space has been supplied by the whole- 
salers, in some instances using the rail cars for extra storage. Retailers 
tend to have limited cooler space as their outlets have traditionally re- 
ceived adequate beef delivery service from the wholesalers. Most important- 
ly, it should be emphasized that only large retail outlets can take advan- 
tage of direct truck delivery. A 40,000 pound truck load carries approx- 
imately 60 to 70 carcasses at a time. On an eight stop unload, each stop 
must average eight to nine carcasses. For many small stores, this is 
not feasible as they do not even sell that many carcasses a week, let 
alone have sufficient storage space for them. However, there are stores 
that can easily accomodate that many carcasses or more a week. 


ue 


It was assumed that a truck load of beef arriving in Toronto is in the 
comparable position in the marketing chain as beef delivered to a 
Montreal wholesaler. 
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In the Toronto market, the amount of carcass beef that is imported 
from outside is relatively small compared to that amount produced locally 
or in the Southern Ontario area. Delivery of beef is in smaller lots and 
takes only a matter of hours from the packer to the retailer. Packer 
delivery is on a frequent basis as they clear inventory to keep their 
coolers from over-flowing. 


From this comparison it is apparent that the overall distribution 
efficiency of the Toronto market should be better by definition than that 
of the Montreal market, as Toronto does not require the wholesaler trade. 
However, it is also apparent that certain efficiencies of distribution could 
be introduced in the Montreal market. Although all beef could not be 
distributed directly in Montreal on the same basis that it is in the Toronto 
market, it 1s not necessary that all retail stores be serviced from whole- 
saler facilities. Large retail outlets, particularly those belonging to 
corporate and voluntary chains, could be serviced by drop-off from a 
piggy-back trailer, thereby reducing the 3 cents per pound flat charge. 


This rationalization of the distribution system in Montreal is 
prevented in part as a result of the use of the common 3 cents per pound 
commission to move carcasses from the wholesaler to the retail outlet. Con- 
sequently, the benefits of any improved efficiency which would accrue to 
consumers or producers cannot be realized. It acts to maintain an in- 
efficient service that is not required by all the retail trade which forces 
a common price to all retailers, large or small, who im turm pass this -on to 
all consumers. In a competitive market situation, it is generally expected 
that the most efficient distribution system would be adopted, such as larger 
retall outlets taking direct delivery of beef. These stores would than 
have a competitive advantage over other stores not equipped to used such 
service. The retailers who cannot take advantage of such efficiencies 
would have to use the services of wholesalers and they would be expected 
to pay a premium for beef from them. Thus the present 3 cents charge 
subsidizes the smaller retailer outlets at the expense of the large retailers. 


More importantly, however, the non-competitive common 3 cents 
charge tends to keep the more inefficient wholesalers operating while at the 
same time permitting wholesalers operating more efficiently to absorb part 
of the charge as profit. This situation includes all wholesalers: independent, 
retail or packer-owned. There is evidence of the efficiencies to be made 
in the Montreal beef distribution system shown by the backward integration 
of retailers into the wholesaler sector. Firms such as Steinberg's, Boeuf 
Merite and Provigo obviously feel that they can distribute beef more cheaply 
than 3 cents per pound, otherwise they would continue to use the independent 
and packer wholesalers rather than operating a wholesale unit of their own. 
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6. ALLOCATION OF BENEFITS OF NEW TECHNOLOGY 


With the introduction of new technology into a price competitive 
marketing system, benefits should accrue to either the consumer or the 
producer according to the demand ‘and supply situation within that market. 
Benefits should not be absorbed by an intermediary firm if competition 
prevails. Innovative firms adopt the new technology and other firms are 
forced to follow so that the savings are passed on through the marketing 
chain. The introduction of large mechanical freight cars for the shipment 
of beef carcasses from the West to Montreal is an example of the innovation 
of cost-reducing technology. The distribution of the benefits of their 
introduction, however, has been a point of contention for some time. 


Traditionally, beef moved from Western Canada to Eastern Canada 
in small, ice cooled, 33,000 1b.-capacity railcars. Wholesaler facilities 
in Montreal, particularly those independently and packer-owned, were built 
to receive these size of cars. Unloading equipment and doors for whole- 
sale units were based on spacing of such cars on rail sidings. Also, these 
cars were loaded with complete sides (instead of quarters ) and there was 
sufficient space to enable them to be used as extra cooler space for cus- 
tomer carcass selection. In the late 1960's, the railways introduced larger 
capacity, mechanically cooled cars as a method of increasing rail efficiency 
of moving beef. As an incentive to have these cars used, the railways offered 
rates that were considerably lower than the rates for the 33,000 lb. cars. 


to Montreal. The Montreal wholesalers, on the other hand, found these cars 
to be less advantageous for their use as their trade was set up for the 
smaller cars. Wholesalers voiced some concern that packers tended to add 
carcasses that were lower than the specified grade ordered as a method of 
making up eae full load when specified carcasses were unavailable. Also, the 
beef was in quarters and was packed so tight that the cars were not usable 
for customer selection. The independent wholesalers, through their assoc- 
iation, finally insisted that if these cars continued to be used, they wanted 
to share in the benefits of the savings the railways offered. If not, they 
would go back to accepting only the 33,000 lb. cars. 


An informal agreement was reached between packers shipping into 
Montreal and the Independent Wholesalers and Packers Association of Montreal. 
It was agreed that these wholesalers would receive 75 percent of the savings 
occurring. fromytheouse sof any ‘size of ears Larger than 33,5000 1b. Thrs 
agreement also affected the retail and packer-owned wholesalers.°9 As of 


ee This rebate is paid in the form of a direct payment from the packer 


to the wholesaler. The transportation company is not involved. The 
33,000 1b. rate is the base and any benefits in lower freight rates 
through use of cars larger than the base, l.e. UOTOOC Tbs. BO,000: daa. 
60,000.1b., etc. are split 75-25 between wholesaler and packer. 
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August 1971, the rebate was 50.25 cents/cewt. for shipments from Alberta 

to Montreal in 60,000 lb. cars. With every increase in freight rates, this 
rebate increased for two reasons, First, if the freight rates are applied 
on a percentage basis, then the absolute difference logically increases. 
Secondly, for the smaller size 33,000 lb. cars the percent rate increases 
have been greater than for the large mechanical cars. By May 5, 1975, the 
freight rebate on 60,000 1b. cars from Alberta had reached $1. 393 /ewt. and 
further increases will occur with each new rate increase. Beef shipments 


by highway transport to Montreal are also subject to these rebates to 
remain competitive. 


Most of the benefits of cost-saving transportation technology have 


not been assed to producers and retailers but instead have been absorbed 
by the wholesaling sector and used to offset increased costs of operating 
at the wholesale level. 1 The wholesale sector has been unable or uwnwill- 
ing to pass on increased costs to the retail sector through an in- 

crease in the commission rate. To make up these costs, they have forced 
packers to pay a freight rebate. The rebate becomes a simple and automatic 
way of adjusting total wholesaling charges (rebates plus commission). 
Nevertheless, the traditional Montreal wholesaler system is further 
perpetuated by the retention of the gains fromthe introduction of this 

new technology. Again, the more efficient operations tend to subsidize 

the less efficient. In contrast, the benefits of the lower rates appear to 
be distributed between packers and retailers in Toronto. Retailer 

chains in Montreal have been able to take advantage of the rebate through 
wholesaling themselves, as have the packer branch houses. 


In summary, structural constraints within the Montreal carcass 
market have allowed the Montreal wholesaler sector, including independents, 
branch houses and retailer to obtain a freight rebate from the Western 
packers and to charge a three cents per 1b. commission on beef carcasses. 
This action appears to be detrimental to both consumers and producers. 

In other centres, more efficient distributional systems have been 
introduced with the benefits accruing to both producers and consumers, 
while in Montreal consumers must pay relatively ~high prices. As a result 


of the above constraints, the main beneficiaries in the Montreal carcass 


market have been the most efficient of the retail, independent and packer- 


owned wholesalers. 


From the Commission's analysis, it appears that the structure 
of the wholesaling sector in Montreal, including independent, packer 
and retail-owned wholesalers is the main obstacle in improving the market 
performance. The nature of the market suggests that the share of the 
benefits derived by consumers from increased wholesaling efficiency should 
be larger than the share going to producers. Thus, the current arbitrary 
75-25 percent split allocation of the freight rebate may not be much 
different even under competitive conditions. Also, distribution 
efficiencies introduced to the Montreal wholesale market could have 
an effect on the Canadian carcass market to the extent that the Montreal 
wholesale price effects regional carcass price competition. 
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= Results of Research Report No. 7. Profit Margins of Firms Marketins 
Beef, show that wholesaler profits in total are not large but that 


individual profits are varied. 
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7. EFFECT OF STRUCTURE AND CONDUCT 


Structural characteristics and the associated conduct of market 
participants in the beef marketing chain have an effect on the performance 
of that marketing system. A very important structural characteristic is the 
concentration of size of buyers and sellers. Commission analysis found that 
there are a small number of firms which dominate at the packer, wholesaler 
and retailer level.2° Indications were also found of a trend toward relative 
growth of concentration in each of these sectors. The degree of concen- 
tration results from both horizontal (increase in market share) and 
vertical (movement into other links of the marketing chain) integration. 

The following section describe the possible effects of concentration on 
the performance of the market. 


Horizontal Integration 


In any marketing chain where prices are established at one or 
several levels it 1s considered most important to the establishment of 
equitable prices that both buyers and sellers have equal negotiating power 
to establish that price. For instance, there is not equal negotiating 
power when a few large buyers purchase from a large number of sellers or 
vice versa. To ensure that a market will perform well neither buyer nor 
seller should be in a position to use its size to unduly influence price 
determination. 


The current procedure used in the setting of beef carcass prices 
on the Montreal market represents a bargaining sequence between wholesalers 
and packers. At the wholesale to retail level, the wholesalers, as re- 
presented by the branch houses, independents and retail wholesalers, 
negotiate with the individual retail firms. In this case, retailers, 
probably have a slight advantage due to their concentrated buying power 
for several high beef volume outlets. At the packer to wholesaler level, 
however, it would appear that buyers and sellers are of equal size. The 
major packers ship the majority of beef into Montreal and a few large 
wholesalers, including retail-wholesalers, purchase the beef. 


At present, it would seem that the relative concentrated power 
of packers, wholesalers and retailers seems to be approximately equal. 
If current trends continue, however, then the overall concentration of 
market share by retailers will increase relative to that of the packers, 
thereby improving the formers bargaining position vis a vis packers. 


Le ey Pes : : ; 
Commission of Inquiry into the Marketing of Beef, Research Report No. 1, 


Organizaton and Method of Operation of the Cattle and Beef Marketing 
System in Canada (Ottawa: Information Canada, February, 1976) 
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Retail grocers have been increasing their concentration over the last years 
while on the other hand, the concentration of the major packers has been 
declining. A particular example of this is in the Alberta market where 
there are numerous new packing plants, perhaps even to the position of there 
being excess capacity, while the retail sector is dominated by Safeways in 


Alberta, so much so that they have been ordered to refrain from increasing 
retail sales floor space. 


Increased retailer concentration over time could produce one of 
two general outcomes. It may mean that if retailers are successful in 
bargaining prices lower, perhaps to the detriment of producers, the savings 
will be passed on to the consumer. This will occur if the retail sector 
remains competitive. On the other hand, it is conceivable that retailers 
may absorb any benefits of Sy negotiative power, such as lower beef costs, 
to increase their own margins. For beef producers, the increased power 
of the retailer may not auger well for-their increased returns as shown in 
the previous section. 


Along with the power to negotiate price will go the power to 
discriminate against various classes of types of cattle. For instance, 
there may be the continuation of the use of only steer beef to the detriment 
of the heifer and virgin butl beef and the provision of only certain types 
of beef to the consumer while other beef is totally ignored, i.e. grain 
fed versus grass fed. Retailers will be in a postion to formulate their 
impression of consumer demands. 


Vertical Integration 


In a marketing system it is expected that at each level within 
that system there will be a price-setting mechanism visibly displayed, and 
that all interested buyers and sellers may participate. For instance, in 
the beef carcass market, there would be a price between packers and whole- 
salers and wholesalers and retailers. At any of these levels all buyers would 
be able to bid for the beef that is available and all sellers could offer. 


Vertical integration by either packers moving forward into the 
marketing chain towards the consumer, or retailers moving backward towards 
the producer, leads to a streamlining of the marketing system. The danger 
of such full-scale integration within the marketing chain is that it could 
lead to the disappearance of a usable forum for price determination at the 
various levels. The potential ultimate result is for a pricing system to 


a Ibid, Table 29, the percentage of cattle Rebar by major packers 
was eT O percent in 1960; 52.8 percent in 1970 and 59.3 percent in 1974. 
Statistics Canada, Voluntary Group Stores, states that corporate chain 
store sales accounted for 46.6 percent and 54.6 percent respectively 
in 1965 and 1972 of total grocer sales. 

2h Commission research on price margins found considerably higher margins 


for beef in markets where retail concentration was highest. 


evolve that relies on direct negotiation carried out between the packers 
and the retail grocers with no access by other wholesale buyers, par- 
ticularly purveyors. In effect, the price determination system disappears 
and is replaced by a system dependent upon confrontation by large buying and 
selling organizations. 
pr In the beef marketing chain, vertical integration is occurring 
; at the wholesaler level.°>? Packing plants are becoming more involved in 
_-Swholesaling to the retailer, through both grocers and the HRI trade, and 
_» =the use of the facilities of the individual packing plants or the packer 
|. sbranch house. At the other end of the chain, retailers are becoming 
‘more involved in the wholesaler sector, through the operation of central 
Warehouses and/or central processing establishments. These developments 


AP ot price between packer ae producer and between rave ae and retail. 
“=== Retail chains are dealing directly with packing plants so that there is 
#2e-no middleman involved between the packer and the retail firm. For re- 
atailers with wholesale operations , there is no real price negotiated at 


om hae level and "paper' SSeS ae BES EES i yee oe 


“upon re 5 ae charge ieee by independent and packer wholesalers rather 
han their real costs of wholesaling 


As vertical integration evolves, less and less beef moves through 
the visible market used in establishing the wholesale price, i.e. a thin 
market occurs. For example, in Montreal, trad aditionally brokers and in- 
dependent wholesalers have been negotiating with packers to establish the 
weekly Montreal price They are still establishing this price but the 
amount of beef traded by these market participants is decreasing and thus 
the amount of beef used for price establishment is less. If the movement 
to complete vertical integration at wholesale continues, there will be the 
demise of many of independent brokers and wholesalers and, more important- 
ly, the demise of the only visible, if somewhat blurred, price-setting 
mechanism for carcass beef. 

ry 
e? Ibid. _ 
26 


Ibid. Table 46, independent wholesaler receipts represented 60.2 percent 
in 1971 and 53.2 percent in 1974. Independents include large cow boner's 
receipts while retail’ wholesale receipts are quality beef receipts. 


a 


A second important implication as the market becomes more stream 
lined is that carcasses and cuts moving between packers and retailers are 
not freely accessible to the purveying industry. The packers lock in the 
beef for use in their own company and retailers control the cuts available 
to their own stores leaving only the wneeded residual for sale to the pur- 
veying trade with both sellers in retailing powerful position. If there 
was a visible price-setting mechanism at each level in the marketing chain, 
including wholesale cuts, then each could bid for individual carcasses or 
cuts so that beef would move to those willing to pay the highest price. 
Such action should be of benefit to the producer. 


There are, however, positive contributions stemming from verzical 
integration. It could be an effective method of introducing efficiencies 
into the marketing system. The establishment of markets at each level iz 
a marketing chain, while maintaining a price-setting forum, add to marketing 
costs. The reduction in the number of transactions between the producer and 
the ultimate consumer often can reduce overall costs. However, these 
efficiencies must be passed on through the system which only occur if other 
sectors are competitive or regulated. 
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5. SUMMARY 


The analytical study of the above equity: and efficiency perfor- 
mance criteria has shown that the Canadian beef carcass market did not per- 
form well during the period studied. Price equity, the situation of all 
buyers paying the same base price for the same product, was rarely achieved 
in the three situations studied. First, the relative prices of beef, taking 
into account transportation costs, were not equal in all eight regional 
markets in Canada. Prices in the Prairie markets were often relatively 
higher than the Montreal market particularly for A3 and Al steer carcasses. 
Prices of A grade heifer carcasses varied greatly between regions, ranging 
-from being relatively lower prices to relatively higer priced in the Prairie 
markets compared to the Eastern Canadian markets. Only A2 steer carcass 
prices approached the expected relative levels among markets. 


Secondly, equity of prices between market levels i.e. the sub- 
stitutability of live cattle and carcass in consumption areas, was possible 
only between the Al,2 live steer markets in Calgary and Winnipeg and the 
Al, A2 steer carcass market in Southern Ontario. The remaining cases 
studied showed that prices were not equivalent between A grade live cattle 
and carcasses and therefore, equal substitution was not possible. Thirdly, 
the analysis showed that there was not equity of prices among the various 
types of A grade carcasses according to the scientifically determined re- 
tail yield of each carcass type. All categories of A grade heifer carcasses 
and A3 and Al steer carcasses appeared to be unjustifiably discounted by 
the trade. 


The study showed that the carcass price setting mechanism in 
Montreal is not particularly efficient. It does not appear to be adequately 
reflecting changes in supplies and demands and may remain out of equilibrium 
for considerable periods. Such pricing behaviour necessitates large adjust- 
ments for eventual corrections. The wholesaling sector, particularly in 
Montreal, was found to be using a very inefficient means of distributing 
beef to retail, affecting both producers and consumers. Also, the benefits 
of the introduction of larger, less costly freightcars was found to be 
largely absorbed rather than redistributed, especially to retailers and 
potentially to Montreal consumers. The main beneficiaries of this tech- 
nological change appear to be the most efficient of the Montreal retail, 
independent and packer owned wholesalers. 


The analysis also suggest that continued retailer market con- 
centration could have a detrimental effect on the price setting mechanism 
by increasing the retailers bargaining power relative to the wholesalers 
and packers. This combined with the trend to further retailer involvement 
in wholesaling could lead to the disappearance of the only visible form of 
wholesale beef pricing currently operating the Montreal carcass market. 
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